Recent money and credit developments by anonymous
DEMANDS FOR CREDIT have eased this
year, while economic activity has been at a
high level. Gross national product, after
receding slightly during the steel strike that
ended in November 1959, has risen further
from the advanced level reached at the end
of 1959. In the second quarter this year
total product was about 3.5 per cent above
its second quarter 1959 rate.
Most of the growth occurred in the first
quarter, when inventory accumulation was
very rapid as steel-consuming industries con-
tinued to restock after the steel strike. In
the second quarter the rate of accumulation
was substantially reduced. Total purchases
other than for inventories rose further in
both quarters and during the second quarter
were almost 5 per cent above the year-earlier
rate. Meanwhile, average prices of goods
and services remained relatively stable.
The easing in over-all demands for credit
reflected in large part a sharp shift from
deficit to surplus in the Federal Govern-
ment's cash budget. The total amount of
credit advanced to private sectors of the
economy and to State and local governments
in the first half of the year was somewhat
below the unusually large amount of a year
earlier. The reduced demands in credit mar-
kets, together with a lessening of inflationary
expectations and continued demand for
fixed-interest securities by nonbank inves-
tors, contributed to a decline in interest
rates from the peaks reached around the be-
ginning of 1960.
Total credit at commercial banks, which
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NOTE.—Based on data for December 31 of each year; June
30, 1955 and 1956; and last Wednesday of -June, 1957-60;
(data for March-June 1960 preliminary). Interbank loans ex-
cluded. Changes for 1959 exclude increases resulting from
addition of banks in Alaska and Hawaii and from the absorp-
tion of one large mutual savings bank by a commercial bank.
These changes increased total loans and investments about
$700 million; total loans, $400 million; and U. S. Government
securities, $200 million. Total loans and investments include
other securities not shown separately.
generally decreases during the January-June
period, declined more than usual in the first
half of 1960. The decline reflected a re-
duction in holdings of securities. The total
amount of loans outstanding continued to
increase at a moderate rate, although not
so much as in other recent periods of eco-
nomic expansion.
The active money supply, seasonally
adjusted, declined in the first half of the
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year, but time deposits at banks and savings
and loan shares continued to expand. The
rate of turnover or use of money rose
further.
As inflationary expectations lessened and
demand for credit slackened early in the
year, Federal Reserve operations became
less restraining and member bank net re-
serve positions eased. Beginning in late
March, the Federal Reserve System supplied
reserves to member banks through open
market purchases of U. S. Government secu-
rities. The increased availability of reserve
funds was reflected both in continued reduc-
tions in member bank borrowings and in a
larger than usual rise in total member bank
reserves during the second quarter. During
the first two weeks of June, discount rates
were reduced from 4 to 3Vi per cent at all
Federal Reserve Banks.
OVER-ALL DEMAND FOR CREDIT
The amount of funds raised by the economy
in credit and equity markets in the first half
of 1960 was substantially less than a year
NET FUNDS RAISED
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NOTE.—Flow-of-funds/savings data. Figures for the first half
of 1960 are preliminary estimates.
earlier, as is shown in the accompanying
chart. The change from deficit to surplus
in the Federal Government's cash budget
position was the most important factor in
this decrease. Aggregate demand for credit
by other sectors moderated from last year's
record volume, but it remained at a level
comparable with other recent years.
Treasury financing. The Treasury had a
surplus of $8.2 billion in its cash budget for
the six months January-June this year as
compared with a small contraseasonal defi-
cit for the corresponding period last year.
As a result, for the first time since fiscal
year 1957, the Treasury experienced a full-
year cash surplus, amounting to $700 mil-
lion. Practically all of the change in the
budgetary position resulted from a substan-
tial expansion in cash receipts.
A part of the increased cash inflow in the
January-June period was used to build up
Treasury balances in anticipation of cash
drains that normally occur in the second
hah*. Most of it, however, was used to
reduce outstanding debt, thus supplying
funds to credit markets. Net debt repay-
ment in those markets totaled about $6 bil-
lion. Notwithstanding the large cash sur-
plus in this period, differences in the timing
of receipts and outlays entailed sizable
borrowing of new cash by the Treasury in
early January and in early April.
In addition, the Treasury was active in
credit markets through its refinancing oper-
ations. In June it undertook a successful
advance exchange of bonds maturing in
November 1961 for new issues of longer
maturity.
Over the six months Treasury financing
operations resulted in a sharp decline in
short-term debt outstanding, as some short-
term debt was refunded into longer maturi-
ties and some was retired. The reduction
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in debt maturing within one year was more
than offset by a large increase in obligations
maturing in from one to five years. Because
of the effect of passage of time, the amount
of outstanding issues maturing in more than
five years declined.
Other credit demands. The amount of
funds raised in credit markets by consumers,
businesses, and State and local governments
in the first half of 1960 was smaller than
a year earlier. New issues of long-term se-
curities by both State and local governments
and corporations were somewhat below the
moderate year-earlier levels.
Corporations increased their expenditures
for plant and equipment during the first half
of the year, but they financed much of the
increase in outlays out of internal funds, the
flow of which remained near the high levels
of a year earlier. At the same time corpora-
tions drew down liquid assets somewhat,
whereas a year earlier they had added
slightly to such holdings.
Expansion in consumer credit during the
first five months of the year was somewhat
smaller than the near-record total for the
same period in 1959. The increase in non-
farm residential mortgage debt was also
less than a year earlier.
Interest rates. Reflecting mainly the eas-
ing of demand pressure in credit markets
generally and maintenance of the public's
willingness to supply funds out of current
saving, interest rates declined during the
first half of 1960. Moderation of inflation-
ary expectations, reflected in some shifting
by investors from equities to fixed-interest
obligations and a sharp decline in stock
prices, also helped to reduce pressure on
interest rates.
Short-term rates were quite responsive
to changing market conditions and declined
considerably. In early July the market
yield on three-month Treasury bills averaged
2.3 per cent, as compared with the recent
high of 4.6 per cent reached in early January
1960; the midyear yield was below levels
during most of 1956 and 1957, as well as
1959, though still well above the lows
reached in 1954 and 1958. The sharp re-
duction in the amount of Treasury bills out-
standing was an important factor affecting
the decline in their yield. Long-term inter-
est rates have declined much less from their
previous highs than short-term rates, and
most long-term rates have remained above
or close to their 1957 cyclical peaks.
COMMERCIAL BANK CREDIT
Commercial bank credit—loans and invest-
ments—declined by almost $3 billion over
the first half of 1960. The reduction in the
first quarter amounted to about $6 billion,
much more than the usual seasonal decline.
Most of the decline was in holdings of U. S.
Government securities. In the second quar-
ter total credit expanded more than usual.
Security holdings, which had declined sub-
stantially in the second quarter of last year,
were little changed this year, while loan ex-
pansion was larger than usual for the time
of year, although less than the volume for the
corresponding period last year.
During the January-June period this year,
growth in bank loans was smaller than in
most other recent years of economic ex-
pansion. At banks in leading cities, the in-
crease was considerably smaller than usual,
but at other banks outstanding loans rose
substantially.
The pattern of bank lending this year
has reflected shifting demands for credit by
borrowers as well as changing portfolio
preferences of banks. Business loans have
continued to rise at about the same pace as
last year; on the other hand, real estate
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loans have expanded considerably less and
security loans have shown a larger decline
than last year.
Business loans. Loans to businesses, ex-
cluding those to nonbank financial institu-
tions, rose an estimated $2 billion in the
first half of 1960. This was about the
same amount as a year earlier but was
sharply less than the exceptional growth in
the corresponding period of 1956.
With demand for business loans sustained,
rates of interest charged by banks on such
loans remained at last year's high level. The
prime loan rate—the rate charged by large
city banks on short-term loans to businesses
with the highest credit rating—was un-
changed from the 5 per cent level reached
in September 1959. The average rate on
all short-term business loans made by large
banks in selected cities remained near the
postwar peak of almost 5.4 per cent re-
corded at the end of 1959.
As is often the case during the January-
June period, loans to manufacturers of
metals and metal products showed the
largest increase for any major industry
group, as is shown in the accompanying
chart. City banks reported an increase of
about $1 billion in these loans. This was
more than in the period of heavy inventory
accumulation prior to the steel strike last
year but was less than in the first half of
1956, when a strike also was anticipated.
Most of this year's rise occurred in the first
quarter when steel users were restocking in
the aftermath of the steel shutdown.
Loans to trade concerns expanded by
somewhat more than the record amount last
year. For this group too the growth re-
flected a build-up in inventories. During
the first five months of the year trade in-
ventories increased much more than they
had a year earlier. Loans to textile, ap-
parel, and leather manufacturers rose by a
record amount early in 1960.
Food processors and commodity dealers
incurred exceptionally large amounts of new
bank debt this year, but at the same time
they made record repayments, and their
outstanding loans declined more than usual.
Loans to public utilities and to petroleum
and chemical concerns, the bulk of whose
bank credit consists of term loans, also de-
clined, as they had in the first half of the
preceding two years. During the 1955-57
period such loans rose substantially.



















~~ PUMIC UTILITIES "~
— _ N *
* **
1 1 1
M J S D M J S D MJSD
NOTE.—Monthly changes in large loans at a sample of more
than 200 large banks in the weekly reporting member bank
series. All changes cumulative from last Wednesday of De-
cember 1958. Latest data shown, June 29, 1960.
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Other loans. Commercial bank loans on
real estate rose by an estimated $400 million
in the first six months of 1960. This was
about one-third as much as in the same
period a year earlier and was also a smaller
proportion, as compared with a year earlier,
of total mortgages recorded during the pe-
riod. Banks in leading cities reduced their
outstanding real estate loans this year,
whereas in the first half of 1959 they had
increased such loans by substantial amounts.
On the other hand, banks outside leading
cities increased their holdings in both pe-
riods, although less in 1960 than in 1959.
Security loans declined by about $1
billion, a much larger decline than usual,
in the first half of 1960. Most of the de-
crease occurred in the first quarter and
was in loans to brokers and dealers secured
by customers' stock exchange collateral.
The decline was related in part to a rise in
the call loan rate from 5 to 5Vi per cent
in early January. In the second week of
May the call loan rate was reduced to its
previous level.
Loans to brokers and dealers in U. S.
Government securities rose during April
in connection with Treasury cash financing
and also in mid-June. A part of the expan-
sion in June was to finance dealer purchases
of securities from businesses that needed
funds for tax payments; these loans were re-
paid in subsequent weeks.
In line with the continued expansion in
total consumer credit, consumer loans at
commercial banks rose by about $1 billion
in the first half of 1960, somewhat less
than the record increase in the same period
last year. Most of the increase was in auto-
mobile instalment paper, as sales of new
cars have been maintained above year-ear-
lier levels.
Bank loans to sales and personal finance
companies increased somewhat over the six-
month period. Sales finance companies
raised additional funds by increasing their
outstanding commercial paper and by fi-
nancing in the capital markets.
Bank investments. Commercial banks re-
duced their holdings of U. S. Government
securities by almost $5 billion in the first
half of 1960, or by somewhat less than in
the first half of most other recent years of
rising economic activity. Banks used pro-
ceeds from these sales mainly to help finance
loan expansion but also to reduce their own
indebtedness at Federal Reserve Banks.
A large part of the decline in the first
half was in holdings of Treasury bills and
other short-term issues. Sales of such secu-
rities by member banks reflected to some
extent the fact that market yields were below
the discount rate during much of the period;
this spread made borrowings at Federal Re-
serve Banks relatively costly and provided
an incentive for banks to reduce such bor-
rowings.
Banks also reduced their holdings of
other securities in the first half of 1960; most
of the reduction was in holdings of non-
guaranteed Federal agency issues and State
and local government obligations. In the
January-June period of only two years of
the past decade, 1956 and 1959, have banks
reduced their portfolios of other securities,
and then only by comparatively small
amounts.
Loan-deposit ratios. The continued ex-
pansion of commercial bank loans in the
first half of this year, coupled with declines
in investments and deposits, resulted in a
further rise in the ratio of loans to total
deposits. Movements in this ratio are one
indication of changes in bank liquidity.
Loans were about 57 per cent of deposits
at midyear, as compared with less than 53
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per cent in mid-1959 and 54 per cent at
the end of 1959.
At the end of 1945, when banks were
in a highly liquid position as a result of
large accumulations of U. S. Government
securities during the war, the loan-deposit
ratio was 18 per cent. Since then the ratio
has risen fairly steadily.
MONEY SUPPLY
The privately held active money supply—
i.e., demand deposits adjusted and currency
outside banks—declined by about $2 billion
on a seasonally adjusted basis in the first
half of 1960. At midyear the money supply
was about 2 per cent less than in mid-1959.
MONEY SUPPLY AND TURNOVER
DUIINO CYCLICAL UPSWINGS





































NOTE.—Money supply: Last Wednesday-of-month figures
(March-June 1960 preliminary) for demand deposits adjusted
and currency outside banks, partly estimated. Demand de-
posits are for all banks in the United States and exclude U. S.
Government and interbank deposits and cash items in process
of collection. Currency excludes bank vault cash. Turnover:
Monthly data (June 1960 preliminary) for 337 leading centers
outside New York and 6 other financial centers.
The decline in the first half was asso-
ciated with an increase of $2.4 billion in
U. S. Government deposits between the last
Wednesday of April and the last Wednesday
of May; these deposits at commercial banks
were built up unusually rapidly as tax re-
ceipts were much larger, and expenditures
somewhat less, than anticipated. At the end
of June the privately held money supply and
U. S. Government demand deposits at com-
mercial banks were about the same in the
aggregate as in mid-1959.
The privately held money supply has
risen less during the latest cyclical upswing
than in the previous one—only about 2.5
per cent over the 26-month period from the
low point of economic activity in April 1958
until the middle of this year, compared with
about 6 per cent in the same period follow-
ing the low in April 1954. Expansion to
mid-1959 was about the same as in the com-
parable months of the previous period, but
since then the money supply has declined,
as the chart shows.
The behavior of the money supply in
these two 26-month periods has been accom-
panied by variations in the rate at which
money has been used for making payments.
In both periods businesses and individuals
economized in the use of cash balances. In
the recent period, however, monetary veloc-
ity, as measured by turnover of demand
deposits outside financial centers, has risen
somewhat more. It rose as the economy
recovered from the cyclical low reached in
the spring of 1958 and then was relatively
stable for several months during 1959, partly
associated with the lull in economic activity
during the steel strike. Since last October
the rise in velocity has been marked. In
June 1960 the turnover rate was about 6.5
per cent above that a year earlier.
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OTHER LIQUID ASSETS
The nonbank public maintains liquidity in
many forms in addition to currency and
demand deposits. Among these alternative
forms are time and savings deposits at
banks, savings and loan shares, U. S. sav-
ings bonds, and U. S. Government securities
maturing within a year. Such assets have a
high degree of liquidity in that they are
readily convertible into cash with compara-
tively little or no risk of capital loss.
The decline in the active money supply
in the first half of 1960 was accompanied
by further expansion in the public's hold-
ings of time and savings deposits and saving
and loan shares, as the accompanying chart
shows. On a seasonally adjusted basis, these
liquid assets expanded by more than $3 bil-
lion during the five months ending May
1960 as compared with an increase of more
than $4 billion during the same period a
year earlier. On the other hand, holdings
of short-term U. S. Government securities
declined, and those of U. S. savings bonds
continued to decline, as they have for the
past several years.
During the January-June period time de-
posits at commercial banks rose by almost
as much this year as last, exclusive of the
increase in early 1959 due to changes in
bank structure, but the increase in deposits
at mutual savings banks has been much
smaller this year. The increase in shares at
savings and loan associations through the
first five months of the year, on the other
hand, was slightly more than a year earlier.
Over the five months ending May 1960,
the nonbank public's holdings of U. S. Gov-
ernment securities maturing within a year
declined contraseasonally. The decline,
however, was accompanied by a much
greater increase in its holdings of U. S. Gov-
UCHHB ASSfTS
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NOTE.—Holders other than banks and U. S. Government
agencies and trust funds. Time deposits represent time and
savings deposits at commercial and mutual savings banks and
deposits in the Postal Savings System. Latest figures shown:
time deposits, last Wednesday of May; other assets, end of
May.
eminent securities maturing in from one to
five years.
The total of liquid assets other than money
has risen more in the latest cyclical upswing
than in the previous one. Expansion from
April 1958 to May 1960 amounted to
about 13 per cent, as compared with 10
per cent over the 25-month period beginning
with April 1954. The rate of growth was
particularly rapid from mid-195 8 to mid-
1959.
During the past decade the public has
shown a preference for interest-earning
liquid assets rather than currency and de-
mand deposits. The preference has been a
factor in the rising velocity of money over
the period.
MEMBER BANK BORROWINGS AND
RESERVES
The easing of money and credit market
conditions in the first half of this year was
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accompanied by a steady reduction in mem-
ber bank borrowings at Federal Reserve
Banks. Discounts and advances to member
banks averaged $425 million in June, com-
pared with $910 million in December. Dur-
ing the first hah
5 of 1959, when bank reserve
positions were under considerable restraint,
borrowings had increased and then fluctu-
ated within a narrow range over the re-
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NOTE.—Monthly averages of daily figures for member banks.
Beginning with December 1959, total reserves include reserves
allowable in cash. Latest figures shown, June 1960 (total
reserves and excess reserves preliminary).
The net reserve position of banks this
year shifted with the decline in borrowings,
as excess reserves showed little change. Net
borrowed reserves—that is, the amount by
which member bank borrowings at Federal
Reserve Banks are greater than excess re-
serves—averaged $425 million in late 1959.
By late May and continuing through early
July of 1960, excess reserves exceeded bor-
rowings and member banks had net free
reserves.
While the net reserve position of banks
eased gradually throughout the first half of
the year, total reserves of member banks
declined more than usual in the first quar-
ter. In the second quarter, however, such
reserves rose more than they normally do.
Reserves were supplied during the early
weeks of the year by the usual large inflow
of currency from circulation. In part re-
flecting improvement in the U. S. balance-
of-payments position, foreign factors—the
change in the U. S. gold stock together with
the change in foreign deposits at Federal
Reserve Banks—had little effect on reserves
in the first half of this year, in contrast with
a large drain last year when the gold stock
declined by about $500 million.
During the first quarter of 1960 the re-
serves made available from other sources
and required reserves released by the decline
in deposits were absorbed only in part by
System sales of securities, and banks used
funds released to reduce borrowings. Dur-
ing the second quarter Federal Reserve open
market operations contributed to expansion
in bank reserves. The System bought securi-
ties steadily and provided more reserves
than needed to meet the economy's sea-
sonal requirements for credit.
With credit market demands lessened,
inflationary expectations moderated, and
short-term interest rates at reduced levels,
the Federal Reserve Banks reduced their
discount rates—that is, the rate they charge
member banks on borrowed reserve funds.
The rate for each Bank was lowered from
4 to ?>Vi per cent during the first two weeks
of June.
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